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211 Sower Blvd.

Frankfort, KY 40601

Re: Application of Kentucky-American Water Company, a/k/a Kentucky American
Water for Certificate of Convenience and Public Necessity Authorizing
Construction of Kentucky River Station Il (“KRS I1”), Associated Facilities, and
Transmission Line; Case No. 2007-00134

Dear Ms. O'Donnell:

We have enclosed, for filing with the Public Service Commission of the Commonwealth of
Kentucky ("Commission"), an original and ten (10) copies, of the Louisville Water Company's
Responses to The Attorney General's Supplemental Data Requests.

Thank you, and if you have any questions, please call us.
Very truly yours,

DINSMORE & SHOHL LLP

/C

Edward T. Depp .
ETD/bmt
Enclosures
cc: All Parties of Record (w/enclosures)
Barbara K. Dickens, Esq. (w/enclosures)
John E. Selent, Esq. (w/o enclosures)
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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

IN THE MATTER OF:

)

)

THE APPLICATION OF KENTUCKY-AMERICAN )
WATER COMPANY FOR A CERTIFICATE OF ) CASE NO. 2007-00134

)

)

)

)

CONVENIENCE AND NECESSITY AUTHORIZING
THE CONSTRUCTION OF KENTUCKY RIVER RE@EEVED
STATION II, ASSOCIATED FACILITIES AND 0CT 2 9 2007
TRANSMISSION MAIN
PUBLIC SERVICE
COMMISSION

LOUISVILLE WATER COMPANY’S RESPONSES TO THE
ATTORNEY GENERAL'S SUPPLEMENTAL DATA REQUESTS

For its responses to the supplemental data requests of the Attorney General of the
Commonwealth of Kentucky ("AG"), Louisville Water Company ("LWC"), by counsel hereby states
as follows.

REQUESTS FOR INFORMATION

1. Please provide the electronic spreadsheet files, with all formulas and links intact, used to
produce the appendices to the R.W. Beck report attached to Mr. Wetzel’s testimony.

Responsible Witness: Ed Wetzel

RESPONSE: Please refer to the electronic version of the R. W. Beck study LWC has produced as a
supplement to its open records response.



2. Please provide the electronic spreadsheet files, with all formulas and links intact, used to
produce the graphs in the R.W. Beck report attached to Mr. Wetzel’s testimony.

Responsible Witness: Ed Wetzel

RESPONSE: Please refer to the electronic version of the R. W. Beck study LWC has produced as a
supplement to its open records response.



3. Please provide an analysis similar to that contained in the R. W. Beck report for the proposal
contained in the rebuttal testimony of Mr. Heitzman (pp. 4-7).

Responsible Witness: Ed Wetzel

RESPONSE: At the request of LWC, R. W. Beck is conducting such an analysis. Upon
completion, this additional analysis will be made available to the Commission and all parties no later
than Friday, November 9, 2007.



4. Please provide an explanation and all supporting documents for the following assumptions
used in the R.W. Beck report attached to Mr. Wetzel’s testimony:

a. Construction inflation rate of 3%;
Responsible Witness: Ed Wetzel

RESPONSE: This rate was based on the Engineering News Record Construction Cost Index from
July of 2006 to July of 2007, attached hereto.

b. Municipal bond interest rate of 4.7%;
Responsible Witness: Ed Wetzel

RESPONSE: This rate was based on the Merrill Lynch Muni Master Yield index of municipal bond
yields as published in the Wall Street Journal in July of 2007, attached hereto.

c. KAW interest rate on debt of 6.5%;
Responsible Witness: Ed Wetzel

RESPONSE: This rate, used to estimate capitalized interest costs, was based on Appendix B
(Financing Alternatives for Ky River Pool #3 Project) to the Water Supply Study prepared for
KAWC by Gannett Fleming, Inc. in March of 2007. R. W. Beck also conducted an analysis of
recent interest rates supporting a marginal cost of borrowing of 6.5%. Please see the attached
document showing that average.

d. KAW return on rate base of 7.75%;
Responsible Witness: Ed Wetzel

RESPONSE: KAWC is allowed a before tax return on rate base of 7.75% based on Kentucky
Public Service Commission Case No. 2004-00103.



e. Annual increase in wholesale rate of 3%;
Responsible Witness: Ed Wetzel

RESPONSE: This rate of increase was conservatively based on the twenty year historical average
increase of 2.28% in wholesale rates for LWC. Please also refer to the response to KAWC
Supplemental Request No. 39.

f. O&M expense inflation rate of 2.4%; and
Responsible Witness: Ed Wetzel

RESPONSE: This rate was based on the Blue Chip Economic Indicators long term view on
inflation published in March of 2007, attached hereto.

g. Discount rate of 4.7%.
Responsible Witness: Ed Wetzel

RESPONSE: This rate was based on the Merrill Lynch Muni Master Yield index of municipal bond
yields as published in the Wall Street Journal in July of 2007, attached hereto.



5. Other than the analysis that examined different escalation rates in LWC’s charges, did Mr.
Wetzel or anyone under his direction at R.W. Beck perform any sensitivity analyses of either
the LWC or KAW cases? If so, please describe each such sensitivity analysis and provide
the output of each such analysis. If it is not readily apparent, please list the cells in the
electronic spreadsheet files that are varied for producing each sensitivity analysis. Ifno such
sensitivity analyses were performed, please explain why not.

Responsible Witness: Ed Wetzel

RESPONSE: No additional sensitivity analyses were conducted. In R.W. Beck’s judgment, the
other input variables to the model are economic factors that are not independent of one another. For
example, if the rate of inflation over the next 20 to 40 years turns out to differ from the 2.4%
assumed in the model, it will likely impact most, if not all, of the other economic variables.



6. On page 6-2 of the R.W. Beck report attached to Mr. Wetzel’s testimony, it states: “The
capital costs are significantly lower ...” Concerning this:

a. Please define the term “significantly” as used here and provide the analysis
performed to determine that the difference was significant.

Responsible Witness: Ed Wetzel

RESPONSE: The statement referenced above refers to Table 6-1 on page 6-1, in which the capital
costs for the LWC pipeline options were shown to be from 32% to 51% lower than the Pool 3
option. R.-W. Beck believes this difference can be described as significant.

In the revised R. W. Beck study, these percentages remain the same.

b. The report states that there is a significant difference in capital costs, but it does not
use the same term when describing differences in the total life-cycle costs. In Mr.
Wetzel’s opinion, is there is a significant difference in total life-cycle costs between
the LWC and KAW options? If so, provide the analysis performed to determine that
the difference was significant. If not, please explain why not.

Responsible Witness: Ed Wetzel

RESPONSE: R.W. Beck believes there is also a significant difference between the present worth
costs. Table 6-2 on page 6-2 of the originally filed R. W. Beck study indicated that these differences
ranged from 9% to 41%.

In the revised R. W. Beck study, at Table 6-2 on page 6-2, R. W. Beck determined that the present
worth costs differences in the KAWC Pool 3 option and the Louisville Pipeline ranged from 26% to
43% As before, R. W. Beck believes this difference can be described as significant.

Respectfully submitted,

B VTt

Barbara K. Dickens
Vice President and General Counsel

Louisville Water Company
550 South Third Street




Louisville, KY 40202
tel: (502) 569-0808
fax: (502) 569-0850
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John E. Selent v ﬂ

Edward T. Depp

DINSMORE & SHOHL LLP
1400 PNC Plaza

500 West Jefferson Street
Louisville, KY 40202

tel: (502) 540-2300

fax: (502) 585-2207

Counsel to Louisville Water Company



CERTIFICATION

I hereby certify that I have supervised the preparation of Louisville Water Company's
responses to the supplemental data requests of the Attorney General and that the responses
contained herein (and for which I am designated the responsible witness) are true and accurate to
the best of my knowledge, information, and belief formed after reasonable inquiry.

Edward Wetzel,
Executive Vice President of R. W. Beck

Date:




CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing was served by was served via first-class United
States mail, sufficient postage prepaid, on the following individuals this 29th day of October, 2007:

David Jeffrey Barberie

Corporate Counsel

Lexington-Fayette Urban County Government
Department of Law

200 East Main Street

Lexington, KY 40507

David F. Boehm
Attorney at Law
Boehm, Kurtz & Lowry
36 East Seventh Street
2110 CBLD Building
Cincinnati, OH 45202

Thomas J. FitzGerald

Counsel & Director

Kentucky Resources Council, Inc.
Post Office Box 1070

Frankfort, KY 40602

Lindsey W. Ingram, III
Attorney at Law

Stoll Keenon Ogden PLLC
300 West Vine Street

Suite 2100

Lexington, KY 40507-1801

Kentucky River Authority
70 Wilkinson Boulevard
Frankfort, KY 40601

Michael L. Kurtz
Attorney at Law
Boehm, Kurtz & Lowry
36 East Seventh Street
2110 CBLD Building
Cincinnati, OH 45202
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David Edward Spenard

Assistant Attorney General

Office of the Attorney General Utility & Rate
1024 Capital Center Drive

Suite 200

Frankfort, KY 40601-8204

Damon R. Talley

Attorney at Law

P.O. Box 150

Hodgenville, KY 42748-0150

A W. Tumer, Jr.

Attorney at Law

Kentucky-American Water Company aka Kentucky American Water
2300 Richmond Road

Lexington, KY 40502

John N. Hughes
124 West Todd Street
Frankfort, KY 40601

Counsel to Louisville Water C%L%ny

126102_1
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Construction

Cost Indexes

Gonstruction Cost Index
With the labor cost component holding
steady, a 0.2% decrease in materials
costs was able to pull the CCI down.

JUNE 2007 % CHG. . . % CHG.
20-CITY: 1913=100 - INDEXVALUE - MONTH YEAR
CONSTRUGTION COST ' 7936.58 =01 +3.1
COMMON LABOR 16693.95 0.0 +4.0
WAGE $/HR, 3172 00 +4.0

Building Cost Index

The BC! followed the CCl's trend with a
slight decline in the materials costs and
no change in labor costs.

JUNE 2007 .%CHG. % CHG.
20-CITY: 1913=100 ' INDEXVALUE __ MONTH YEAR
BUILDING COST 4471.23 =01 +3.0
SIILLED LABOR 757913 [1X1] +5.1
WAGE $/HA. 4206 00 +5.1

cement and 0.1% for steel.

A7 [Niaterials Cost index
A 1% decline in lumber prices was
enough to offset increases of 0.2% for

JUNE 2007 % CHG. % CHG.
20-CITY: 1913=100 INDEXVALUE MONTH . YEAR
MATERIALS 2572.39 ~0.2 ~0.5
CEMENT $/T0N 99.66 +0.2 +6.5
STEEL $/CWT 4032 +0.1 +1.0
LUMBER S/MBF 436.08 ~1.0 ~14.5

Muted Decline in Lumber Prices Cushions Index

onstruction costs in the Mile High City are escalating at a slightly

faster pace than the national average. Denver's CCl for June was up
3.7% from a year ago, compared to a 3.1% increase for the 20-city
average CCl. Lumber prices in the Denver index are down only 6.4% for
the year, compared to a 15% decline for the national average. Cement

prices in Denver are up 6.7% over June 2006's level.

Cost Indexes by City
CONSTRUCTION COST BUILDING COST COMMON LABOR SKILLED LABOR MATERIALS

1913=100 JUNE 07 % CHG. JUNE'O7 % CHG. JUNE'07 % CHG. JUNE'OT % CHG. JUNE'07 % CHG.
CiY INDEX ~ YEAR INDEX YEAR INDEX  YEAR INDEX  YEAR INDEX YEAR
ATLANTA 526494 +92 363121 +1.2 9707.89 +14.1 541562 426 2541.84 0.7
BALFIMORE 5407.88 1.1 405418 +3.0 1010526 0.0 6551.35 +7.7 2528.84 -37
BIRMINGHAM 5492.62 -2.2 328488 -36 1062106 00 4817.42 0.0 234938 -7.7
BOSTON 9761.54 +6.0 537750 +7.8 21697.37 +6.4 1017357 +9.3 2446.03  +4.1
CHICAGO 1052281 +4.0 5367.52 +5.1 2326789 +4.1 970390 +6.0 271743 432
CIHCIHHATI 7434.16 +0.3 s -27 15534.21 +26 6285.89 +1.1 246961 ~79
CLEVELAND 8531.18 +7.7 437746 +4.8 18534.21 +9.7 761321 +8.1 240029 -1.0
BALLAS 5008.56 +8.5 3513.85 +10.1 8700.00 +6.8 477297 +14.4 2746.06 +59
DENVER 5767.64 +3.7 3765.50 +2.5 1083158 +4.3 §568.97 +2.8 2663.94 +2.2
DETROIT 883251 +1.3 478090 ~15 1926842 +3.2 861742 +1.4 243631 73
KAHSAS CITY 8717.92 +26 474242 +6,6 18215.79 +3.0 7763.96 +10.1 2896.65 +1.3
LOS ANGELES 8854.77 +36 470415 470 19026.32 +4.0 811411 499 2620,60 +20
MINNEAPOLIS 9106.88 +1.1 455855 ~-1.8 2012632 +3.9 8167.57 +3.4 2353.03 -112
HEW GRLEANS 458214 +2.7 3287.85 +1.6 7763.16  +3.1 436276 +1.2 263249 +20
HEW YORK 1243662 +3.1 6568.28 +3.3 28139.47 +3.1 1271291 +3.1 2812.28 437
PHILADELPHIA 9628.48 +4.5 5306.10 +56 2110526 +4.4 974054 +5.8 259594 +49
PITTSBURGH 7361.57 +1.0 432062 +1.7 14987.37 0.0 702763 0.0 2681.56 +4.6
ST, LOUIS 8369.28 ~ti.3 4269.05 -1.3 1825788 0.0 747748 +1.5 230852 -63
SAN FRANCISCO 906341 +74 498014 +40 19621056 +8.9 8887.09 +5.6 2592.60 +0.7
SEATTLE 8626.67 +2.0 4608.58 +56 18368.42 +1.9 7807.21 +7.5 265431 425
MONTREAL 8334.88 +3.0 462072 -0.7 1713158 +56 7366.97 +26 294337 -53
TORONTO 9319.71 406 482032 +1.1 1937368 0.0 7542984 00 315758 +28

Sewer, Water and Drain Pipe

onwhatls

most used o most

1TEM UNIT__ ATLANTA _ BALTIMORE BIRMINGHAN  BOSTON _ CHICAGD  CICINNATI CLEVELAND  DALLAS  DENVER  DETROIT KANSAS CITY )
REINFORCED CONCRETE PIPE (RCP):

12" ft_ 1104 2910 10,76 4911 1045 990 840 1265 1177 1240 11,80
24" ft_ 28,92 47.95 2547 421.82  +22.07 21,50 2000 2750 21.08 3655  +29.50
36" . 49.10 9500 50.82  +47.95  +4315 49.95 2400 56,00 49.98 7475  +62.30
48" 7970 15815 8293 +72.63 68,30 82,10 7200 8510 7730 11245 +98.20
CORRUGATED SVEEL PIPE:

12" ft 8.38 8.63 7.57 8,34 8,70 7.31 8.70, 8.04 7.54 6,00

36" ft_ 2340 2514 23.68 5738 2058 2230 1985 2378 2480 28.23

60" #5312 5167 48.50 63.89  +76,70 5460 54,00 58,00 81.80
VITRIFIED LAV PIPE (UCP): PREMIUM JOINT

12" ot - - - - - - 15,60 - — 1143760
24" it - - = - - 2T Bs.00 T T 3856 33.39
POLVETHVLENE PIPE (PE): UNDERDRAM

4" ft 1.24 - 0.43 0.80 2,07 0,51 088 1.80 123 048 -
POLVVINVLCHLORIDE PIPE (FUC): SEWER

4" ft 192 +2.75 1.90 1,59 2,52 -1.08 1.40 +2,19 1.98 1,58 150
g ft_ +544 3,82 7.84 4.48 7.70 +4.23 547 4.39 7.72 433 485
Water 6" t 4570 186 -4.26 620 +8,50 +4,23 4.97 512 46,05 623 253
8" ft 9.20 4340 784 10,59 889 4599 735 828 4925 . 1178 455
127 ft +18.04 4765 +17.21 2197 19.04 41464 1505 <1404 +1556 2348 _ 11,10
DUETILE B PIPE (DIP):

6" ft_ 1028 41231 8.54 12,84 13.25 1300 1198 12,98 970 1558 -9.15
8" ft_ 1495  +33.15 _ 11.40 1702 16.70 2568 1658 18.12 1528 21,26 -12.70
12" it 2383 53,94 18.89 2720 29.04 2990 2628 29.80 2575 3469 -21,45
COPBER WAVER TUBING: TYPEL

12" ft 225 1,61 1.82 1,70 207 1,61 223 228 +1.65 282 329
112 ft 3.21 490 485 538 4.59 490 6.18 492 4a.80 378 11.22

+ or - denoles prica has Hsen of fallen since previous report; a=meters, inciudes federat tax; b=meters, excludes tax; c=1.5 meters. Monthly market quotations by ENR field reporters as of June 4, 2007. All prices are spot prices quoted from a
single source. Quotes are delivered prices unless noted. Some prices may include taxes or discounts for prompt payment, etc. Product i il

ion may vary,

are truckdoads unless noted. Guotes for Monlreal and Toronto are in Canadian dofiars and a mix of metric and American units. RCP pipe Is ASTM C76; 12 in. and 24 In. are rubber-gasket jointed. ofhers are noa-

in a city. All quantities
(continued on p. 26)

enr.com June 11,2007 = ENR @ 25
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Debt Investors Grow Decide

BY MICHAEL ANEIRO

If debt financing packages
getting pulled is enough to make
a prospectiveé borrower flinch,
companies and underwriters
would do wel] to avert their eyes
from the secondary market
where existing debt is traded,.

have gone from passive to decid-
edly discriminating, have forced
several would-be issuers to post-
poneofferings, often indefinitely,
Yesterday, bankers postponed
the sale of $12 billion in loans to
fund Cerberus’s purchase of
Chrysler’s auto operations and Al-

liance Boots put a portion of its

The wave of selling slamming financing package on hold.
high-yield markets could em- Many prospective borrow-
o holden investors ers—the majority of which are
CREDIT to ask for even drumming up money for their
MARKETS  higher risk pre-  respective LBOs—hope condi-

miums  and
stiffer protective clauses, mak-
ing financing more expensive
and the original rationale for le-
veraged buyouts Jess compelling,

Already, debt investors, who

tions will improve by the time

they tap the market later in the -

year, but market participants

say that’s far from certain,
Inless than two months, risk

premiums on cagh high-yield

bonds have rocketed moy
100 basis points, or hund
of a percentage point, ]
from their historic low of:
sis points over Treasur
June 5, according to the
Lynch High-Yield Master
dex. In the past week
spreads have risen from 3
sispoints to 361 basis poiny
Treasurys, Valuations in th,
market have alsp slumped
In a sign that investor
tionis growing, buyers an
ers are having a hard time ag
ing on a price for g bond,
gap, known as the hig

spread, grew so large as to

hibit trading yesterday.
“I wouldn’t say that ¢
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Tracking Bond Benchmarks

Returnoninvestment and spreads over Treasur
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tive of Wh(l)}ie S&%dsd léﬂv?f)kgg
hou >
?}lgi)rfnan of the natléll-iait;
e anon
do%unff Sct)hrﬁments on Inter-
¥1I§c stock-market forums. .
CtW Investment G%qg, 2
pranch of Change to }oﬁs
coalition of labor ume s
urged e Do n “who
izxﬁefxfirc‘l%lztstablish cre c%llbﬂ1
ity with regulatory au} or
ties and shareholders. s
A Whole Foods spoom-
woman declined to ¢

July 25,2007

uide
rmational markets. Ratesbelowaread

—52-WEEK~

Week High Low

Latest  ago

Londoninterbank offeradrate, orLibor

121116 % Broad market Lehman Aggregate
151861 BEH11 USCorporate Lehman Brothers
1544,93 B 17 Intermediate
1732.56 0,74 g Longterm
320.03 BF12  Double-A-rated
32480 B 1.3 Triple-B-rated :
191.23 . EB1o  HighVield Constrained Morril Lynch
©175.19 23 Triple-C-rated
1554.35 % 0.7 HighYield 100
. 16842 oy Globat High Yield Constrained
. 140.89 0.2} Europe High Yield Constrained
1140.32 : .9 U.SAgencylehman
1056.08 .2 10-20years
164652 -6 20-plus years
125375 813 Mortgage-Backed Lehman
1234.60 B3 GinnieMae (GNMA)
719.52 BAl12  Faniemae (FNMA)
1127.11 BE13  FreddieMae (FHLMO)
335,63 509  MuniMaster Merrilf Lynch
220.63 Bos 7-12year
24077 Hos 12-22year ,
235.84 22-plus year
1454.17 eE 1.7 Yankee Lehman
361.86 Global Government J.p, Morgan
494.21 Canada
225,89 EMu
42455 -y B France
31913 p3f Germany
2318 ~g2f Japan
34120 -p4ff Netherlands
48356 -1.2 B UK.
387.35 . Boy Emerging Markets =

*Constrained indexes limitindividuat icennr ne ony

dev e -

0005.31913

532000 5.320005.42 :

?R?egl?r:‘;:th 5.36000 gégggg Zzgligg 23;823
{ 031 5. .

ély)\(:;gr;h '55',22600 541125 5.638135.11000

Euro Libor: Al06 4100 4120 2993

3141
239 4220 4239
" 2.%78 4367 43719 3320

3‘:?}22?“ 4561 4583 AB94 3532
Euro interbank offored rate (Euribor) 2592
onemonth 4104 4103 2%3 292
ety 4'22 i%ﬁ 4377 3320
%‘*5322?‘ 130 aow a4 353
n N
Hibor






WV 156 LOOZ/9TOL 278 MY

‘¢ "} unBjng ‘@Spa|aY [POHSHDIS BAaSIY [DA3P3,] 82408

syutod sised 001 + BAY ON-9

%9S°L
%95°9 %¥9'S %8V Y %38V %6L'Y %178 a8eISAY YIUON-9
%EY9 %TS'S %vev %L8'Y %TL'Y %ET'8 a8e10AY PUOW-T1

CTBv ) %85S %Iy %6y %Ll %E6'L 08e19AY YIOW-HT
%659 %bL'S %15y %P8y %Sy %£0°8 L00T 12que)dss
%59°9 %6L°S %¥9't %00°S %Ly %ST'8 LO0T 35030V

-2 by o - CHS99J  HELS %95 %61Y %00°S %ST8 L00Z AInf

%eUL 9 %6L’S %09V %6C'S %01°S %ST8 L00T sunf
%6£°9 %Ly’S %I1EY %86F %SLY %ST'8 L0OT e
%69 %0 %9TY %56V %697 %ST'8 L00T dy
%LT9 %6¢°S %51y %18'v %99SV %ST'8 L00T YoreN
%879 %0P'S %TTY %L6'Y %Ly %S$T8 00T Arenigad
%bE9 %CE'S %ETY %S6'Y %SL'Y %ST'8 £007 Arenuef
%TT9 %Ee’S %Iy %8LY %95 %ST'8 9007 19qusd3
%09 %1S°S %rly %8L'Y %09°% %ST'8 9007 12qUIBAON
%TY'9 %1§°S %0¢€y %¥6'v %ELY %ST'8 900 199010
%EF'9 %1$°¢ %LTY %E6'Y WLy %ST'8 9007 Joquiaidas
%659 %89S %68y %80°S %88'% %ST'8 900¢ 35Ny
%9L°9 %S58°S %197 %ST'S %06'S %ST8 900 AInf
%8L’9 %68'S %09V %6T’S %11'S %70'8 900T sunf
%SL9 %56°S %65 %SES %IT°S %E6°L 900¢ A2
%899 %b8'S %8Sy %CL'S %66' Y%SLL 9007 1dv
%1¥'9 %ES'S %¥v'y %16¥ %LV %ES'L 9007 UYd1eW
%LT9 %SE'S %l¥y %ELY %LSY %0S°L 9007 Atenigag
%¥T9 %67 %LEY %S9'¥ %lh'y %9TL 9007 Arenuef
%¥T9 %LES %97’y NELY %lV' P %SUL $00¢ foquuase(
%CE9 %TY'S %LS'Y %ERY %bSy %00°L $00T 19qUIBAON
%6¢°9 %S$¢€°S %8¥'¥ %blY %97 %SL’9 §00T 1990320
spuog spaog  spuog [8907] SORLIMEI  SPHLIMEIA aeo quoN

sezodioy ojeredio)y  pueEs  JWESWO)  JUVISMO])  SWEHY sueg

pouoseas pouosess Amseaiy, Amseaa],

s, Apoonl s, ApooIAl 183X -07 1e3X-01
veyg vRY

" sojey 159193U] SHOLIEBA Jo uosiredmo)

uondQ 0£0Z DMT
sIsAjeuV [BI1agIR ], fJIAsInG






MEMORANDUM

To: Distribution List
From: Richard Cuthbert
Subject:  Blue Chip Economic Indicator Projections

Date: October 23, 2006

Attached is a summary of financial projections from the October 10, 2006 Blue Chip Economic
Indicators (BCEI). The attached sheet provides both short-term and long-term projections
through the year 2017 for the gross domestic product (GDP) chained price index, the consumer
price index (CPI), and average yields on 3-Month Treasury Bills and 10-Year Treasury Notes.
Two graphs are included which compare historical and projected changes in inflation and
overall growth of the U.S. economy as measured by the CPI and the Real GDP Index
(Chained), and also show changes in projections for these two indicators from prior BCE/
publications.

The current forecast indicates a higher level of projected inflation for 2006 than anticipated
earlier in the year (now 3.5% for the CPI and 3.1% for the GDP Price Index), but long-term
inflationary projections are estimated to be lower for 2007 and beyond. Immediate inflationary
concerns have diminished as energy prices and long-term interest rates have declined in the
past few months. The projected average long-term rates of inflation, at approximately 2.4%
annually for the CPI and at 2.1% annually for the GDP Price Index for 2007 to 2017, reflect the
moderately low inflation levels witnessed during the last decade.

Interest rates are projected to remain at near current levels through 2007 and long-term
projections range from 4.5% to 4.8% for 3-Month Treasury rates and 4.9% to 5.3% for 10-Year
Treasury rates. The BCEI reports that the Federal Reserve may be cautious about lowering
interest rates in 2007 and decreasing long-term interest rates due to increases in economic
growth (resulting from a positive outlook for the housing and automotive sectors) and elevated
levels of inflation in recent times. Overall current projections assume healthy economic growth
of real GDP averaging about 3.0% per year from 2007 through 2017.

This memorandum is updated twice each year, but monthly data is also available. For
information on updated data, please contact Gina Baxter at (206) 695-4768. Also, the firm
maintains on-line Internet access to numerous data series and projections. Please feel free to
contact myself or one of the other economists in the firm if you need additional information.

RWC:
Attachments
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Economic Projections (Summarized from "Blue Chip Economic Indicators")

SHORT-TERM PROJECTIONS: October 10, 2006

Percent Change Qver Prior Year

Blue Chip Consensus Annual Projections: 2006 2007
6-months Top Bottom 6-months Top  Bottom
Average  Ago 10 10 Average Ago 10 10
GDP Price Index . .. ... s R .. 31 2.6 32 29 24 2.2 29 2.0
CPl. . e 35 29 37 33 25 2.4 31 2.1
Average for Year
2006 2007
6-months Top Bottom 6-months Top  Bottom
Average  Ago 10 10 Average  Ago 1o 10
Treasury Bills - 3-month .. .. .. e e 4.8 4.7 5.0 4.7 4.8 4.7 5.2 4.3
Treasury Notes- 10-year. .................... 4.8 4.8 5.0 4.8 4.9 5.0 5.4 4.5
% Change from Prior Quarter * Average Yield for Quarter *
Blue Chip Consensus Quarterly Projections: GDP Price 3-month  10-year
Index CPI T-Bills T-Notes
2005 IstQuarter Actual............ . ... ...... e 3.5 2.3 2.5 4.3
2nd Quarter Actual . ... ... Lo e 24 38 2.9 4.2
3rd Quarter Actual . . ... ... ... P e 33 55 34 4.2
4th Quarter Actual .. ... ............ e 33 33 3.8 4.5
2006 IstQuarter Actual........ ... . ... ... ... ... . 33 2.2 4.4 4.6
2nd Quarter Actual . ... ... ... . 33 4.9 4.7 5.1
3rd Quarter Forecast ......... A 2.6 3.2 4.9 4.9
4th Quarter Forecast ................ e e 2.2 1.7 5.0 49
2007  1Ist Quarter Forecast ... .. BN P e 2.5 2.7 49 4.9
2nd Quarter Forecast . ......... e 2.3 25 4.9 49
3rd Quarter Forecast .. ... 2.2 23 4.8 4.9
4th Quarter Forecast . .............. e 2.2 23 4.7 5.0

* Note - Figures represent annualized % change from prior quarter. Use quarterly information with care; estimates are subject to revisions, ¢

LONG-TERM PROJECTIONS: October 10, 2006
Percent Change from
Prior Year's Annual Rate Annual Rates
2008 - 2007 -
GDP Price Index 2008 2009 2010 2011 2012 2012 2017
Blue Chip Consensus . ....... e 2.1 2.1 2.1 2.1 2.1 2.1 2.1
Consensus - Six Months Ago .. ... e PN . 2.1 2.1 2.1 2.1 2.1 2.1 2.1
Top 10 Average . ..., e 2.6 2.6 25 25 2.5 2.5 2.6
Bottom 10 Average .. ............ . 1.6 1.7 1.7 1.7 1.7 1.7 1.7
Consumer Price Index (CPI)
Blue Chip Consensus . .................... ceee . 2.3 2.3 23 2.3 24 2.3 24
Consensus - Six Months Ago .. ..... e 2.3 2.3 2.3 2.3 2.3 2.3 24
Top 10 Average .......... ... . ... oot s 2.8 2.8 2.7 2.7 2.7 27 2.8
Bottom 10 Average ..................... . 1.8 1.8 1.8 1.9 2.0 1.9 1.9
Annual Average
2008 - 2007 -
Treasury Bills - 3-month 2008 2009 2010 2011 2012 2012 2017
Blue Chip Consensus ..............ccoviumeaennn... 4.6 4.7 45 45 4.6 4.6 4.6
Consensus - Six Months Ago ............... e 4.7 4.7 4.7 4.5 4.6 4.6 4.6
Top 10 Average ............. I 5.1 5.3 5.0 5.0 5.1 5.1 5.1
Bottom 10 Average ........ P 4.0 4.0 39 4.0 4.1 4.0 40
Treasury Notes - 10-Year
Blue Chip Consensus ......... e 5.2 5.2 5.2 5.2 5.3 5.2 5.2
Consensus - Six Months Ago . ................... B 5.4 5.5 5.5 54 5.5 5.5 5.4
Top 10 Average .. ... ... ... i, e 5.6 5.7 5.7 5.7 5.9 5.7 5.7

Bottom 10 Average .. ... e . 4.7 4.8 4.7 438 4.8 4.8 4.8



Historical and Projected Inflation
as Measured by Annual Change of the
Consumer Price Index (CPI)
Blue Chip Economic Indicators: October 2006
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Historical and Projected Economic Growth
as Measured by Annual Change in Real GDP (Chained)
Blue Chip Economic Indicators: October 2006
5
41
4
34 35
4
3 4
2
1
0 f t 1 \/ 1 ot | . . t f 1 t t ¢ t f t ¢ f ¢ |
1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011

Current Projection

- @- 6 Months Ago <-4 -- One Year Ago







i
}

THE WALL STREET JOURNAL

Debt Investors Grow Dec

If debt financi
_If det in
getting pulled is enogg}gat‘gl:sgli:

231‘;:6 c%on_e_frg)m passive to decid-
Several would-be fesnmms to e

yuld-be issuers to -
pone offerings, often indeﬁzﬁt?esl;

IN T}

bonds havE E
lave rocket i 4
100 basis potns, o bl
a percentage p Oix;ltn :
t4

Thursday, July 26, 2007 €7

'
e

ance showed higher delinquen-
cies and defaults.

The. BBB-slice of the index
was guoted at 39 cents on the
dollar before pouncing back to
4179 centsby late afternoon, ac-
cording to data from Markit

the administrator of the

a prospectivé b
0y orrower fli
companies and inch, Yesterday, b from their hi
would do well to avunderwrlters the sale gg $1§Ig§e¥8 postnoned  sis pol']e;rmstorlc low of 28ied
from the Secondertthexreyes fund Cerbe illion in loans to  June 5mts over Treasys e]!n . Group, th A
where existing d ary market Chrysler'sa t’"“SS purchase of Lynch | according to the - index.Its counterpart inthe cur-

The wave ogf eenl;t is traded.  liance Bo utooperationsandAl-  dex High-Yield Magter ent  rent index, based onlogns made
high-yield m, ?( ing slamming  financin ots put a portion of its  spre In the past week afo in the first half of this yeax, was
(eh-yield markets could em- Ma g package on hold. s?r eads have risen from 3¢ est  quoted at 4731 cents, according
CREDIT bolden investors er3-t}?y prospective borrow- TrSPOmts t0 361 basis points jon o Markit.

MARKETS {ggisk for even drummien;nijgrlty of which are m:fksﬂs- Valuations in the gei —Anusha Shrévastava
er risk pre- r ! money for thei ave also sl ac
. mi espective o eir In a si slumped. &
g financi ~auses, mak-  the e time Wing, buyers and§: ]
and the origioal iy pensive they tap the market later in the ersare havingaharg timo a2 Pension Investor
ver. onale for le- ¢ et partici a price f : @
, Z%féia EUYOuts less compelling. SayI t};at's far from certacjg@’ants gap, known as rt?lgogfi- 1A% Targ ets Mackey
Y, debt investors, who prerﬁiszfsmgn two months, risk }Slli)l'fjiat(if ?‘*W S0 large aslgo plds CHICAGO—An invest-
n cash highvield I woulay oo S The | ment group affiliated with
t say that cref: union pension funds said
BONDS , - John Mackey, the chief execu
Track : $Fe 3 tive of Whole Foods Market
frackin grecs ) Inc, should step down as
Return OmgBond Benchmarks *?al' chairman of the natural-
highs and l: vestmentand spreads over Tr L 12e foodsglant n the wake of dis-
ws for different ty easurys and/or yields paid to gofa | closures that he posted anon-
Tot pes of bond paidto inve -
al et s nvestors compared with 52-week ern- . | ymous comments on Inter-
ose YT0 total return (%) ~wee yand
% Index 4 net stock-market forums.
1211.16 ’% e Kdare ¢
15% Br latest L YIELD (%), 52-WEEK RA B CtW Investment Group, &
151861 W % o ;)ad market Lehman Aggregate w9 3 6 '\JGEOLE’;“‘ ———— ,?-’;’ branch of Change to Win, a
1544.93 %'” , -CorporateLehman Brothers 5080 | : Lt ;le coalition of labor unions,
173256 -0.7% g g ntermediate 5390 i 5.850 urged the board to name an
320.03 R Longterm 5.210 6300 independent chairman “who
324,80 %“ Double-A-rated 5.290 6.010 can quickly establish credibil-
5 = 13 Triple-B-rated 5.071 6.73 ’fif the it'y wit}é rggula}\‘toll;ly au"fhori-
e . B 10 i - 5.7 : ties and shareholders.
175.19 ) High Vield Constrained Merrili Lynch | % >92nade A Whole Foods spokes-
155435 Ho 3 Triple-C-rated ' 7.380 646086 hit | woman declined to com-
. 268.42 @0-7 High Yield 100 9.243 ss0k on | ment.
M08 -02f 9 GlobalHigh Yield Constrained 5865 11290 §P100”
1140.32 - Europe High Yield Constrained B0 ;
1056.08 9 U.S Agencylehman YR |
win BRI - HIMARKS
P - 20-plus f 5560 -
325375 years 5 0
1234.60 %i; M°ﬁ9396'8acked Letman | 5520 July ‘-)75’2007
719.52 ) G'““fe Mae (GNMA) 5970 Parnational markets. Rates below areaguide
1127.11 = Fannie mae (FNMA) 6.190 'f
: . Freddie M 6.210
335.63 28 (FHLMO) 210 fEyeen Week - SLWEEK~
22063 @0-9 Whuni Master Merrill Lynch 6,180 |B: low Lotest  age  High Low
2077 Boe  712year 6200 | . .
735,84 Hos 12-22yea o or e London interbank offeredrate, orLibor
.
. 0.2 . o . Onemonth 532000 5.320005.420005.31913
145417 oz 22plusyear ! N 4256 | 5913  Threemonth536000 36000 5.500005.33000
EEH17 VYankeelehm ; Dgsgp [Bo 5924 Smonth 537031 5.38250 5.571885.25913
36186 Jo1 o an | @ L aogs | Oneyear  5.36000 5.41125 5.638135.11000
494, - obal Gover : P4
25 g; 0 Canada mentJ.p-torgan N 5890 527  Eurolibor
. -0.6 B w 'gzzg onemonth 4106 4104 4120 2993
42455 -0.7H . Db 4.050 228 Three month 4,239 4220 4239 3.%4%
319.13 rance I 4,680 . Sixmonth 4378 4367 4379 3.32
-03 =) 524
18 23 Germany = 4750 520 oneyeor 4568 4583 4594 3532
34120 4l Japan .l 4.730 Euro interbank offered rate (Euribon
18356 12§ Nethetlands o 4700 onemonth 4104 4103 4119 2592
s TL2EH UK 1870 o onth 4239 4221 429 314
35 . oz " Cim = Chomonth | 4376 4366 4377 3320
L 10, Emerging Markets ** g@ 4730 7.00 Oneyear 2560 4583 45% 3.5%4
N 5.160 '
Pob et Hihor

* Constrained Indeses limit individuat icsae ans .-+

Sy aems =




